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PACIFIC WESTERN AIRLINES LTD. 


Current market price: $17% - $17% 1972 price range: S193 as lye 
December, 1971 e.p.s.: $1.46 p/e on 1971 eae. pis 11.8 
December. 1972 est wae. ps: S1. Dhar p/esom 197 28estyreupes.: islea/) 
Indicated dividend: Shasta) Current yield: sco 
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Assuming full conversion of the 7% Series AA convertible debentures and 


exercise of an option to purchase 30,000 shares by CAE Industries. 


LISTED: PWA - Vancouver Stock Exchange ** 


Na wha 
wa 


The company has applied for a listing on the Toronto Stock Exchange. 


SUMMARY AND RECOMMENDATION: 


(a) 


(b) 


(c) 


(d) 


(e) 


Pacific Western Airlines is the largest independent airline in Canada and the 

largest Canadian regional air carrier. Some 19 aircraft are operated includ- 

ing four Boeing 737's, one Boeing 707, three Lockheed Hercules freighter air- 

craft, four Lockheed Electras, and five Convair 640 turboprops. An additional 
73/7 is on order for delivery an May se1lon2n 


The majority of the company's profits are derived from the scheduled mainline 
flights which include some 14,000 licensed route miles throughout British 
Columbia, Alberta, Saskatchewan, the Northwest Territories and the State of 
Washington. All main centers of British Columbia are serviced as well as 
Seattle in the Pacific Northwest of the U.S. The Chieftain Airbus which runs 
between Calgary and Edmonton is very successful and has led to increased 
development of the far North service to centers such as Fort Simpson, Reso- 
lute and Inuvik. The Boeing 707 is used exclusively for charter flights. 


An important operating division is commercial air freight services which PWA 
Operates utilizing Hercules aircraft as well as Lockheed Electras. These 
aircraft are used extensively for supplying oil and gas exploration activities 
in the North as well as general freight in Canada. Substantial foreign over- 
seas business is also done in the summer months, 


The Pacific Western Trucking division operates out of Edmonton into the North 
where it works together with the airline in reducing overall freight trans- 
portation costs to the frontier areas. This division has been completely re- 
organized and re-equipped and should add substantially to profits in 1972. 


During 1966-1970 the earnings of PWA reflected the replacement of most of the 

piston-engine equipment*with jetsand prop jethairéraft. This very substantial 
expansion added extra costs of introducing the jet aircraft in terms of termi- 
nal facilities, maintenance facilities, training crew members, etc. as well as 
the incorporation of very heavy leasing costs into the income statements 

while load factors were relatively low. Thus while net profit fluctuated as 

a result of these increased expenses perhaps a more meaningful indication of 


the company's progress can be noted from cash flow which increased from $2.31 
per share in 1966 to $3.85 per share in 1970. Gross revenue during that 
period grew from $12.2 million to $43.5 million. 


(f) The earnings breakthrough in 1971 was primarily due to the implementation of 
cost control systems and revised management procedures coupled with the inten- 
sification of sales activity. The changes were implemented by the President, 
Mr. D. Watson, who assumed the office in October, 1970 and immediately under- 
took a cost study of the entire company. 


(g) We estimate that earnings per share will approximate $1.97 for the current 
fiscal year reflecting a 15% growth in revenues, sizeable interest savings 
due to refinancing of aircraft mortgages and continued close cost control. 
Although the majority of profits is derived from scheduled mainline routes in 
the more settled areas, activity in Northern oil and gas exploration has in- 
tensified with commensurate effect on PWA's earnings from that area. 


(h){ The common stock at 8.7 times our estimate of $1.97 per share for 1972 offers 
an outstanding investment opportunity. Following several years of rapid 
expansion PWA is now in a position to experience dramatic increases in pro- 
fits. The company services some of the fastest growing areas in Canada and 
should experience a minimum of 15% compound growth rate in gross revenues for 
the foreseeable future. With costs under control, the inherent leverage of 
the airline operation will result in earnings growth considerably in excess 
of the increase in revenues. Developments in the North could lead to an even 
higher rate of growth. We recommend the common stock for above average capi- 
tal appreciation over the longer term. 


Maren: 2972 M. B. McManus 


ALTHOUGH NOT GUARANTEED BY US, INFORMATION CONTAINED HEREIN WAS GATHERED FROM RELIABLE SOURCES 


CAPITALIZATION: As ab iTonercs0, BEo1 Authorized Issued 

Long term debt - various rates and maturities -- S51, 290 AOS 
Convertible preferred shares Series A —o 120,000 "shs7 
Common shares n.p.v. 1,500,000 shs. 927 7492 sits. 


LT... THE COMPANY; 


Pacific Western Airlines (PWA) began operations in 1945 and adopted the 
present name in 1953. Since that time, operations have grown substantially to the 
point where today, PWA is the largest independent airline in Canada and the largest 
Canadian regional air carrier. Additional .routes were acquired yin 1970 (wi ti»the 
acquisition of B.C. Airlines for cash and shares, Some 19 saigcratt are operated 
including four Boeing 737's, one Boeing 707, three Hercules freighter aircraft, 
four Lockheed Electras and five Convair 640 turboprops. A fifth Boeing 737 is on 
order for delivery in May, 1972. From time to time additional aircraft are leased 
for short periods as the need arises. The Company also owns several surplus 
Douglas piston engine aircraft which are being sold at the present time. 


In addition to air services, PWA acquired Byers Transport Limited and 
Truckers Terminal Distributing Co. Ltd. in 1969 and. Monarchetyanspor te iain slog 
These companies, which comprise the trucking division, operate out of Edmonton into 
the North and complement PWA in the shipment of various types of freight. 


A. SCHEDULED AIR SERVICES: PWA services some 14,000 licensed route miles 

throughout British Columbia, Alberta, Saskatchewan, 
the Northwest Territories and the State of Washington. Many of the Company's 
routes came about as a result of the decision of the Air Transport Board in 1966 
to implement a regional air policy to govern regional air carriers. Briefly, the 
policy states that regional airlines will not be authorized to compete with Air 
Canada and C.P. Air for long haul traffic. Instead they will be allowed to take 
over those routes that do not suit the operations of the two major airlines and 
which are of a regional nature. 


As a result, PWA has been awarded such routes as Vancouver-Kelowna- 
Penticton, Cranbrook-Calgary, Port Hardy-Sandspit-Prince Rupert, Vancouver- 
Kamloops-Calgary, etc. The Company can be expected, in time, to acquire such 
routes as Prince George-Vancouver direct, Prince Rupert-Vancouver direct and so 
on. Routes currently under consideration include authorization to service 
Vancouver-Kamloops-Edmonton but as yet a decision has not be received on the route. 


All the main centers in British Columbia are serviced including direct 
connections between Vancouver, Kamloops and Calgary and the coastal runs servicing 
Powell River, Comox, Campbell River, etc. One of the most successful routes is the 
Chieftain Airbus serving Edmonton and Calgary with a no-reservation guaranteed- 
travel, inter-city commuter service. The newly developed Vancouver-Victoria- 
Seattle service has been successful with PWA the only Canadian airline serving 
Seattle on a scheduled basis. The current traffic split to and from Victoria is 
70% Air Canada and 30% PWA. This spring, Air Canada will reduce the service to 
Victoria to concentrate on inter-continental flights and it is expected that the 
two airlines will switch positions with PWA carrying the majority of the traffic. 
The Northern services connect Edmonton with far North centers such as Fort Simpson, 
Resolute and Inuvik. Other routes connect Vancouver-Williams Lake-Quesnel-Smithers- 
Prince Rupert, etc. Although there will be some small differences, the Company's 
mainline route structure in September, 1972, the peak period of the year, should 
approximate that shown in Tables I, IA and IB. 


Pavol IL 
SCHEDULED PASSENGER REVENUE 


Years Ended December 31 


1971 1970 1969 1968 1967 1966 

Revenue from scheduled 
flights ($000) 30,188 23,496 L7<978 LL 5082 10,308 8,583 
Change +284 5% i +3007 7% +6222:% $72. 5%. o+20 21 Gee 420 24% 


The growth rate for the mainline system over the last few years is pre- 
sented jin able II and reflects.fa wconservative attitude, in that the! forecast 
of 15% growth was actually below the level achieved in 1971. This then would seem 
to be the minimum expectation and does not take into account jet stimulation, the 
acquisition of new routes or economic boom conditions. 


Historical growth rates and forecasts for some of the more important 
routes are outlined below: 


(a) Calgary-Edmonton: traffic on the Chieftain Airbus has grown from 50,000 
passengers yearly in 1964 to 300,000 passengers in 1971 
and is expected to increase at about 15% per year for the foreseeable future. 
The airbus accounts for about 30% of total scheduled passenger traffic but 
because of the short distance between the two cities, approximately 15% of 
total mainline revenue. Gable oleae) s 


(b) Vancouver-Kelowna: the route traffic has grown from 12,000 passengers in 
19649 t0-75 s000sinel07 1A), Gherproyjections iswieorgat least 
a 15, growth rate of traffic :per»year over) the)next) six years’. » (lable LV): 


(e) Vancouver-Kamloops: the route served 8,500 passengers in 1964 and 50,000 
passengers’ in 1971, -.Again: the\projection is tomas; 
per year gain for the foreseeable future. (Table V). 


(d) Edmonton- Inuvik: the Northern routes connecting Edmonton, Inuvik, Resolute, 
Yellowknife, etc. are forecast to grow at 15%-25% per year 
and could be much higher depending upon developments in those areas. The 
experience for the Edmonton-Inuvik route and forecasts are presented in 
Table VI. 


B. CARGO: Cargo carried on scheduled routes is rising rapidly but still only 
accounts for a small proportion of the total mainline revenues. 


Taloike Wil 


SCHEDULED CARGO VOLUME 


Years Ended December 31 


LEEW LD L969 1968 1967 1966 


Cargo carried (000) tons Lo30 (ERS!) 627 Sued 364 302 
Change 430.0 2) ee Oy mee JO «Oy, Tih yee te ee gee = Lo Ora) 


C. COMMERCIAL AIR FREIGHT SERVICES: PWA operates the only commercial Hercules 

air freight business in Canada. The Hercules 
operation was started in 1967 and has experienced substantial growth. The Lock- 
heed Hercules is particularly well suited for the Company's freight traffic be- 
cause of its large, 47,000-pound cargo-carrying capacity, the shape of its fuse- 
lage which allows the freighting of large, odd-size cargos and a unique capability 
for landing on remote and rough airstrips. The aircraft is used extensively for 
supplying oil and gas exploration activities as well as for general freight in 
Canada. January to June is the Hercules’ most active period im the North. ~Among 
the oil companies. serviced. are Panarctic, British Petroleum, Imperiale 1 mere.*= 
the off season a substantial amount of general freighting business is done through- 
out the world. 


This fall five Hercules were used by the Company including two on short 
term lease. At the time of this report four were active including one on short 
term lease. 


Tajolle. ICI 
HERCULES REVENUE 


Weanss Hudeds Decembpesmou! 


Oa: 1970 1969 1968 1967 
Revenue from Hercules 
(S000) 75850 OLD be 597 i323 Uy425 
Change +11.87 Se of, EPO 0% +2797 a= 


Most of the increase in revenue in 1971 was derived from the last six 
months of the fiscal year as activity picked up in the North. The Imperial Oil and 
Gulf Oil discoveries in the MacKenzie Delta and the activity in the Arctic Islands 
suggests that this year will see a much larger percentage increase in Hercules 
revenue. 


PWA is currently studying the feasibility of providing a regular freight 
service from Canada to various points in the Far East. Such a service would be 
provided by a Hercules freighter or a Boeing 707 jet freighter. A decision is 
expected within a few months. 


D, INTERNATIONAL CHARTER FLIGHTS: PWA has been engaged in the charter business 
for a number of years. In 1967 a 153-passenger 


Boeing 707 fan-jet was leased to service the B.C., Alberta and Saskatchewan markets. 


In June, 1969, another Boeing 707 was leased for one year on a pay-as-used basis. 
This second aircraft was released in September, 1970, due to a slowdown in charter 


activity and generally lower fares. In 1971, tours were operated from both Eastern 


and Western Canada to Honolulu and Puerto Vallarta, and in 1972, the tours will be 
expanded to include Spain, Jamaica and Acapulco. It is possible that, as well as 
increased utilization of the 707, a twin-jet 737 will be used in the winter months. 
While considerable! revenue’ is» provided by the charter flights the operation returns 
only a minimal profit. However, utilization of the aircraft does cover fixed costs 
and contributes to earnings, therefore it is likely that the charter business 

will continue for the foreseeable future. 


eee) 


E. TRUCKING OPERATIONS: Byers Transport and Truckers Terminal Distributing were 

acquired in 1969 for cash and stock. Byers was a pri- 
vately-owned trucking company based in Edmonton. Incorporated in 1954, the company 
pioneered winter road services from Yellowknife to Northern areas. Truckers was 
also a privately-owned company providing Edmonton with terminal facilities for a 
large number of common carriers. In addition, a fleet of trucks for city pickup 
and delivery was maintained. In late 1971, Monarch Transport, also based in 
Edmonton, was acquired as a complement to the existing operations. 


Pacific Western Airlines and the trucking subsidiaries work together in 
truck/air transportation. The trucking division picks up freight and takes it as 
far North as roads allow e.g. Yellowknife, where it can be transferred to PWA air- 
craft. In this manner freight transportation costs are minimized. 


Management has undertaken a thorough examination of the trucking opera- 
tion and has implemented recommendations of a consultant to increase profitability 
to a reasonable level. $700,000 worth of new equipment has been purchased and 
approximately 200 units are now operated. Revenues in 1972 from the trucking 
division should approximate $3%-$4 million. 


F, NEW EQUIPMENT: A Convair 640 turboprop aircraft was delivered in the fall of 

1971 and will be followed in April, 1972 by a new Boeing 737. 
The two aircraft will be phased into the mainland route structure as needed. The 
new 737 is a longer range version of the aircraft and can be used for charters as 
far away as Mexico if free to do so. Fleet Requirements forecasts suggest that an 
additional Boeing 737 will be required in each of the years 1973 and 1974. The 
company is also studying the economics of acquiring a tri-jet Boeing 72/7 in the 
near future. 


Two turboprop Lockheed Electras were acquired in 1971 on two-year leases 
with options to extend one year. The aircraft are used to service Northern opera- 
tions in a mixed configuration. Revenue from the two aircraft, which were opera- 
Pives only the last three quarters of the year, jwas Sl. a million, (Procipoars. naen 
because of the very low lease payments. Subsequent to the year-end two more 
Electras have been acquired in trade for two DC-6's. One will be used exclusively 
for transporting fuel to the Northern areas while the second will be used for gen- 
eral freight and passenger use. The additional aircraft are considered necessary 
inporder to properly meet ‘the strong °démand ‘ior @irsservice antoethe far Northy 


G. REGULATION: The Air Transport Committee of the Canadian Transport Commission 
regulates all commercial air services in Canada including 
licenses, fares, rates and services to the public. Submissions must be made to 


this body to raise fares and to acquire new routes. Thus far PWA has had no major 
difficulty in raising fares as needed and has been successful in acquiring new 
routes. 


II. FINANCIAL: 


This section covers the earnings experience from 1966-1970, a review 
and analysis of 1971 results, and estimated earnings for the future. 


A. FINANCIAL REVIEW - 1966-1970: From 1966 to 1970 the operations of PWA re- 

hEXECT] 3), Giaeae guide aaeel ade 0 flected the replacement of most of the piston- 
engined equipment with jet and propjet airorart., inethat period, mo Less. than 
twelve new aircraft were incorporated into the fleet to take over most of the main- 
line operations and initiate the Hercules operation. This very substantial 


expansion resulted in extra costs of introducing the jet aircraft in terms of 
terminal facilities, maintenance facilities, training crew members etc. as well as 
the incorporation of very heavy leasing costs into the income statements while 
load factors were relatively low. The financial statements show depreciation in- 
creasing from $457,000 in 1966 to $2,435,000 in 1970. Amortization of deferred 
costs of introducing new aircraft, etc., went from zero in 1966 progressively up 
to $652,000 in 1970. A more meaningful indication of the company's progress can 
be noted from cash flow which increased from $2.31 per share in 1966 to $5.79 per 
share in 1971. 


In 1970, operations were also adversely affected by a somewhat depressed 
economy and some hesitation by the oil companies in their far northern activities 
pending clarification of government policies. In addition, the acquisition of B.C. 
Air Lines during the year was delayed for some months, resulting in extra costs. 


For the year ending December 31 19°70 1969 1968 1967 1966 
- SO00- 
Gross revenue AS MesT US) 3.355 244. 17,659 eo Tce 12,280 
Operating expenses 39,041 50,200 155072 Ler LO 10,836 
Depreciation WA NS) L626 1, 184 Leos 457 
Amortization of deferred costs 652 432 205 130 -- 
Interest (net) 135905 1,188 756 697 103 
Earnings (loss) before tax €325)) 338 443 463 884 
Income tax CL62)) 194 242 Zod 443 
Net profit (loss) from operations CLOGS: 144 201 226 441 
Per share: 
Earnings (loss) CSr 2a) ©). 09 OMe ALO Ce) eh ee 
Cash flow S302 S202 C2 oe 52.06 OZ ow 
Price range 12%-6 183-8% 163%-8% 15-8% 93-4 


B. 1971 RESULTS: In October, 1970, Mr. D. Watson assumed the presidency of 
Pacific Western Airlines and immediately undertook a cost 
study of the entire company. The feeling was that a company expanding as fast as 
PWA jinvariably surfers, from a slackiof cost control, goin March, Th97 15) an ecerna! 
task force came up with a number of recommendations, many of which have been imple- 
mented. The results are apparent in the 1971 financial statement which shows after 
tax earnings as $1.4 million versus a loss of $232,000 the year before. Total 
gross revenues increased 11.3% while operating expenses increased only 4.7%. The 
increase in revenues came primarily frgm the mainline scheduled flight activities, 
which including cargo, were up almost eee addition, the level of gross reve- 
nue reflects the use of only one Boeing 707 for international charters. Inasmuch 
as the charters are only marginally profitable there is very Uiertle effect onmet 
profit from these operations. The profitability of the Company was also improved 
through utilization of the two Lockheed Electras which were not a factor the year 
before. Management states, however, that the improved results are primarily due 
to the implementation of the cost controls systems and revised management pro- 
cedures together with the intensification of sales activity. 


ee 


For the year ended December 31 1971 
- SOO0- 
Gross revenue 48,299 
Operating expenses 40,813 
Depreciation ZrO: 
Amortization of deferred costs 639 
Interest (net) 157 HS 
Earnings (loss) before tax Pewee) 
Income tax L 473 
Net protit Gloss) from operations 1,438 
Per Share: 
Earnings (loss) re Re 
Cash flow 15 UF 
Price range 13%-5% 


C. EARNINGS PROJECTIONS: The 1972 earnings projections below assume the 


following: 
(a) OPERATING REVENUES: 
1. Mainline: as per the long term projections contained in the Appendix 
(fig. 2) a conservative 15% increase in mainline revenues is 
estimated without giving effect to the possibility of much increased 
traffic on the Vancouver-Victoria-Seattle route or the effect of the new 
Boeing 737 which will arrive in May. 
jaw, - TONE a een se a 15% increase in non-international charter revenues is 
estimated, that is, primarily the Hercules and Lockheed 
Electra operations. A stable position or slight decline in international 
charters is expected. 
Dre let tiie: the trucking revenue includes the Monarch acquisition but 


assumes little or no growth in gross revenues of the combined 
companies. 


(b) OPERATING EXPENSES: 


Flying Operations: this category includes air crews, operating expenses 

of the aircraft, lease payments, insurance, etc. 
Costs in this area will likely increase in proportion to flying revenues. 
While insurance premiums on the existing aircraft have been reduced by 
$245,000, new aircraft insurance costs plus an increase in pilots' wages, 
Suggest that there will be little or no reduction in this item as a 
percentage of flying revenue. 


Maintenance: the maintenance provision is estimated to remain in the 
same proportion to flying revenues as was the case in 1971. 


Atiecratt andplrarilic Servicing. this expense item includes ground hand- 


ling, ramp expenses, aircraft cleaning, 
reservations, station costs etc. The costs are expected to increase but 
not in proportion to the traffic increase because of the fixed component. 


4, Passenger Service: this includes flight attendants'costs, food and 
j liquor costs, and other matters relating to inflight 


services. An increase in this area is estimated in the order one IG. 


5. Trucking Operations: the effect of the combination of Monarch and the 
existing trucking operation plus the re-equipment 
and reorganization of the division should result in a considerable im- 
provement in earnings. Results thus far in the current fiscal year 
suggest that this will be the case. 


6. Marketing: little or no increase in this expense item is estimated. 
7. General and Administrative: a small increase in this area is likely of 
aDOUEMO 4. 


8. Depreciation: the new Convair 640 which was delivered in November and 
the Boeing 737 should raise the depreciation provision 
by about $400,000. 


9. Amortization of Introductory Costs: this iteneshoulideberabouteat. the 


same level as last year. 


10. Interest Charges and Amortization of Financing Expenses on Long-term Debt: 


the new Boeing 737 which will be delivered in May is to be financed through 
a combination of a Canadian chartered bank and the U.S. Import/Export Bank. 
The combined rate of interest will be less than 7% and it is quite likely 
that similar combinations of financing will be used for the additional air- 
craft contemplated. 


Subsequent to the 1971 year end a 14% - $ 4.1 million mortgage payable on 
one of the Hercules aircraft was refinanced at 8%% thus effecting a considerable 
interest cost saving. The company is currently considering a proposal to refinance 
approximately $8 million owing on an additional Hercules (interest rate currently 
11%) and a Boeing 737 (interest rate currently 12%) at approximately 2% over the 
prime bank rate. 


The ability of the company to purchase new aircraft and refinance exist- 
ing aircraft at these very attractive rates is evidence of PWA's financial maturity. 
It follows that the leverage inherent in the airline is enhanced to a considerable 
degree by these favourable financing rates. A reduction in interest costs due to 
the refinancing of the existing aircraft should result even after taking into 
account the financing costs of the new Boeing 737. 


Our estimate therefore is for earnings of approximately $2.27 million 
versus $1.4 million last year. This is equal, after preferred dividends, to 
approximately $1.97 per share versus $1.46 per share in 1971. Additional calcula- 
tions suggest earnings equal to approximately $2.50 per share are possible in 1973. 
While the earnings increases estimated are large it should be recognized that the 


leverage inherent in this operation is considerable and in fact the estimates may 
be conservative. 


1972 EARNINGS PROJECTIONS 


1972 year ending December 31 


Operating Revenues: 


Mainline Passenger, Cargo and Mail 
Charter 
Trucking Operations 


Total Operating Revenues 


Operating Expenses: 


Flying Operations 

Maintenance 

Aircraft and Traffic Servicing 
Passenger Service 

Trucking Operations 

Marketing 

General and Administrative 


Total Operating Expenses 


Operating Income Before Depreciation and Amortization 
Depreciation 
Amortization of Introductory Costs 


Operating Income 

Other Income 

Interest and Amortization of Financing Expenses 
Earnings Before Income Tax 

Deferred Income Tax 

Net Earnings 


Earnings Per Common Share 


Earnings per average share assuming full conversion 
of the Series AA convertible debentures and exercise 
of an option for 30,000 shares by CAE Industries 


- $000- 


34,713 
16,400 


4,300 


55,413 


18,849 
8,962 
7,587 
22250 
3,750 
1,800 


2,900 


46,098 


9,315 
2,580 
630 


6,105 

250 
1,800 
4,555 
2,290 
2,265 


S2alo 


$1.97 


IIIT. MANAGEMENT: 


Mr. Donald M. Watson - President: Mr. Watson has a broad background in the 

airline industry beginning in 1935. In his 
career he has become both a qualified pilot and air mechanic and during the war 
was involved in the organization of technical, flying and administrative func- 
tions for the British Commonwealth Air Training Plan. Following the war he was 
involved in several aspects of the flying industry and in 1949 joined the 
Ontario Central Airlines and was managing director prior to joining Pacific 
Western in 1958 as Assistant to the Vice-President and General Manager. From 
1964 to October 1971 he was Vice-President of Management and Technical Services 
following which he was elected President. 


Mr. W.R. Harris - Vice-President and General Manager: TSomomChaneenedmeaccounmbtan er 


with a long history of 
management and has been with PWA since 1957. 


Mr. D.fasGrangen - Vice-President Finance: and secretary: Loma eChareensedeaccoun— 


tant and has been 
actively involved with the airline industry since 1951. 
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737-200 SYSTEM 
(WEEKLY SYSTEM SUMMARY 


RPM 5,107,345 
PASSENGER AIRCRAFT oe 8,329,496 
—===== MIXED-CONFIGURATION LOAD FACTOR 61.3% 
AIRCRAFT AVG. SEG. LENGTH 230 
(STATUTE MILES) 
NO. OF AIRCRAFT 5 
UTILIZATION 


(HRS/AIRCRAFT/WEEK) 54.21 
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RPM 1,522,570 
SEATTLE nen ray 


LOAD FACTOR 63.2% 
AVG, SEG. LENGTH 
(STATUTE MILES) 120 
PASSENGER AIRCRAFT NO. OF AIRCRAFT 5 
UTILIZATION 
Sema CONELGURATION (HRS/AIRCRAFT/WEEK) 55.75 
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“war ee “ all 


CMT, E © 


MEMBERS OF: 


INVESTMENT DEALERS’ ASSOCIATION OF CANADA 
B.C. BOND DEALERS’ ASSOCIATION 


VANCOUVER STOCK EXCHANGE 
THE TORONTO STOCK EXCHANGE 
MIDWEST (CHICAGO) STOCK EXCHANGE 


BOARD OF DIRECTORS: 


President & Chief Executive Officer 
JOHN G. CHASTON 


ks Roekl p 
weno ssonne | NST: Be cereaN 


Senior Vice President 
W. ROBERT WYMAN 


Vice President 

JOHN E. SMART 
GORDON B. ANDERSON 
WILLIAM C. EILERS 


Secretary-Treasurer 
VALENTINE A. CHRISTIE 


JOHN A. BOYD 

JAMES M. BRICKLEY 
GEORGE E. FANSTONE 
GEORGE H. EVANS 
FREDERICK J.S. MARTIN 


ee) . 
eee is 4 
; mi; ’ 


the addition to present schedules of only one (. ua 
flight per week. Also authorized was a licence to a 


your company to serve Vancouver - Victoria - 
Seattle, subject to the approval of United States 
regulatory authorities. Concurrent with 
inauguration of this service, now planned for 
mid-September, Air Canada will withdraw from 
the Victoria-Seattle segment of the route and 
reduce its Vancouver-Victoria frequency by a 
number of flights equal to those which we will 
operate between the three points (a minimum of 4 
daily in the summer months and 3 daily in the 
winter months). 


ee 


_ 


PACIFIC 
WESTER] 


AIRLINES 


< As reported to you in our letter of July 17, 
negotiations to purchase B. C. Air Lines have been 
concluded, subject to approval of the 

_ Governmental authorities concerned. We _ still 

“anticipate this arrangement will be satisfactorily 
concluded by mid-August and are actively 
planning to complete integration of the B.C. Air 
Lines operation with our own by mid-September. 

} Increased revenues from this source will be 

attended with the elimination of existing 


duplication of services and administrative 
functions. 


In keeping with the company’s expanded 
services and market area a recent re-organization 
of our Marketing and Customer Services staff has 
been designed to place emphasis on effective 
development of our new markets and on searching 
out and promoting new avenues of revenue 
growth. 


Respectfully submitted, 


eet 


B. C. SAMIS, Chairman of the Board 


oD 
R. H. LAIDMAN, President REPORT FOR 


FIRST SIX MONTHS 
1970 


PACIFIC WESTERST AIRLINES LTD 


and Subsidiary Companies 


CONSOLIDATED STATEMENT OF EARNINGS 


For the six month period ending June 30, 1970 
(with comparative figures for 1969) 


OPERATING REVENUES: 
Passenger 
Cargo ee hte aaa cents pv eee on acc ee 
Mailvoy By oo ees ere eis ea een 
Charter 
Trucking 


OPERATING EXPENSES: 
Flying operations 
Maintenance 
Aircraft and traffic servicing............ 
Passengeteservice: © «lJ Riva evceeaeieere sare eee 
SGilliiing) Glnel GENMGRISIN oon co poss scedosc 
General and administrative ............ 
Trucking 


Operating income before depreciation and 
AMOFEIZATION Ss eee era coon uce eae ace | ae 


Depreciation tkesmey cen aeess ascent eee 
Amortization of introductory costs 


Operatinghincome mer estes Cae 

Interest and amortization of financing expenses 
Earnings before deferred income taxes 

Deferred income taxes 


Earnings before loss on sale of equipment 


Loss on sale of equipment, net of income taxes thereon 


Net earnings for the period ........ 


( ) denotes loss 


(in thousands of dollars) 


1970 1969 
$8,436 $ 6,433 
1,260 990 
488 430 
9,106 6,841 
1,556 986 
20,846 15,680 
Sis) e225 
2,857 2,513 
3,515 2,470 
1,016 712 
1,002 573 
| 2B 931 
1,457 804 
18,654 13,228 

a eS is 

AA ee 
1,207 843 
272 179 
713 1,430 
976 592 
(263) 838 

se —— ay 

1123) ) 421 \ 

a ee >> 
(140) 417 
( 12) (11) 


rere Se eae 


$ (152) , }$ 406 | 
} $s == | 


\ 


CONSOLIDATED STATEMENT OF SOURCE AND APPLICATION OF FUNDS 
For the six month period ending June 30, 1970 
(with comparative figures for 1969) 


(in thousands of dollars) 


1970 1969 
AN FUNDS PROVIDED BY: 
Operations: 
Netearningsstoretne periods =... . «tem e aa. $ (152) $ 406 
Add charges (net) not requiring cash expenditures 
including depreciation, amortization, deferred 
income taxes and increase in provisions for 
OVEL MAU |Smmuenrae Pree tes eae NEN”... J Rie eds 2,178 1,949 
Funds provided by operations ............. 2,026 2d SARS 
Proceeds from sale of equipment and refund of 
GERMISINENE CANOSUS och as moons aeiiovanonoedn 154 191 
$2,180 $2,546 
FUNDS APPLIED TO: 
; DuLehaseso fect | pinenitrse were aves «<< MEM ecko $2,130 $6,108 
yA Less amount financed through long-term debt .. . 505 5,204 
1,625 904 
Redtictionsot long-tenmucdebte sei a) eee ener ene ene 1,621 1,005 
Redemption of 7% Convertible Sinking Fund 
\K Debentures Series AA ... 2... 2... ee ee es 107 51 
q Introductory costs of new aircraft and services..... Slut 358 
Deposits on purchase and lease of new equipment . . - 646 
Dividends on preferred shares ............... 31 31 
Purchase of shares in Byers Transport Ltd. and 
Truckers Terminal Distributing Co. Ltd........ : 385 
SWEIN sale a eyA' 6 ere pee ODO Nie fg eee Smee 22 7 
SH7ai/ 3,397 
Deckeasenin WOLKIMG Capitals sysname eae liveness eh ene 1) taxes) 851 
$ 2,180 $ 2,546 
aad ) denotes loss 
NOTE: In the opinion of management only nominal taxes will be payable for several years. 


However, provision has been made for deferred taxes at the full rate in order to conform 
with a recommendation of the Canadian Institute of Chartered Accountants. 


va 


i 


) 
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PACIFIC WESTERS 


AIRLINES LTD. 


INTERIM REPORT FOR THE SIX MONTH 
PERIOD ENDING JUNE 30, 1970. 


TO THE SHAREHOLDERS: 


We are pleased to submit a report of your 
company’s activities and financial results for the 
six-month period January 1, 1970 to June 30, 
1970. 


Our results for the first six months of 1970 
are disappointing. Consolidated gross revenues 
increased 33% during the first half of 1970 as 
compared with the previous year, but operating 
expenses increased still more to result in an 
operating income of $2,192,000 for the period, 
compared with $2,452,000 in 1969. In addition, 
financial expense including depreciation, 
amortization of introductory costs of new 


equipment and routes, and interest on debt 
increased by $841 ‘1,000 which combined to 


produce a net loss for the period of $152,000 after 
I , 


deferred income tax < adjustments. 


The increased depreciation and financing costs 
related to the addition of a third Hercules and_to 
{ the two additional Boeing _ ig 737 aircraft put into 


service since June of last year, almost entirely 
account for the deterioration in the net results for 


; the period. 


Cash generation for the period is $2,180,000 
and compares with $2,546,000 generated in the 
same period of 1969. An amount of $2,130,000 
for purchase of equipment, of which $505,000 
was financed through long-term debt, represents 
the balance of spare parts and support equipment 
required for the present aircraft fleet. No further 
capital expenditures are anticipated for the 
balance of the year, other than for normal 
replacements. 


In spite of the fall-off of revenue from 
forecast projections, as a result of economic 


conditions, mainline services revenues have 
increased by 30% compared with the same period 
in 1969, and fortunately account for more than 
50% of the company’s total revenue. These 
revenues of course include six months results of 
Our new services as compared with two months 
last year. 

of charter 


The concentration freighting 


operations in the first six months of 1969, were | 


largely responsible for the satisfactory financial 
results of that period. Mostly because of a 
resistance to exploratory and developmental 
spending, and partly due to unusually warm 
weather conditions in the far north causing early 
deterioration of airstrips and creating fog | 
conditions, charter aircraft utilization and 
revenues in 1970 have been below expectations. 


All practi Onomies in operation have 
been instituted in recent months to meet the 
changed and deteriorated economic factors 
affecting our traffic. Re-arrangements of schedules 
have resulted in a reduction of some personnel, as 
well as being designed to take full advantage of all 
revenue possibilities; Hercules aircraft have been 
placed in Europe to improve their utilization 
pending resumption of increased late 1970 activity 
in the north; and International passenger charter 
Operations have been rescheduled wherever 
possible to minimize ferry, or non-revenue, flying. 


The acquisition of our own flight kitchens has 
enabled us to reduce catering costs from last year’s 
levels, through cost and production controls, as 
compared with a substantial price increase 
proposed by the previous supplier. 


Byers Trucking operations have increased 
their volume substantially and improved their 
market position. 


Air service between Calgary and Lethbridge 
by Time Airways replaced the former once-daily 
Air Canada service on July 1, as a result of a 
Canadian Transport Commission decision. 
Simultaneously, Air Canada withdrew its local 
services between Calgary and Edmonton. As a 
consequence, AirBus traffic between the two 
points has increased significantly, while requiring 


Continued on back cover. 
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REPORT FOR 
FIRST SIX MONTHS 
1969 


PACIFIC WESTERST AIRLINES LTD. 


and Subsidiary Companies 


CONSOLIDATED STATEMENT OF EARNINGS 
For the six month period ending June 30, 1969 
(with comparative figures for 1968) | 
(in thousands of dollars) 


1969 1968 

OPERATING REVENUES: 
Passenger erie h ) oes. een nee te $ 6,433 $73,937 
CAF EO ee eas Sah Sl 2, RE eee a 990 7236 
SLCURG sca relict MMAR ey eEa WN roseira tien Unlueee FL nets. Shred 430 346 
Charterite i vee Gio CMS Rue ae eee cee 6,979 3,009 
| 14,832 8,078 

OPERATING EXPENSES: 
PIYIngsOperatiOns etek oops 2 tee cl. ieee ee Le 225 2,540 
Maintenances. ser ay sich eek) ae ge ee Pavey I} 1558 
Aircrattiandrtratticrservicing i002... Ee eee 2,470 1,492 
PaSSENGeniServicel i) Ame a) sis... ae ee 7A? 458 
Selling Vand val verdising vere ste sle PART eee eee ofS 515 
Generaliand- administrative usec... eee eee 931 672 
12,424 72235 

Operating income before depreciation and 

AMONtiZabion: eee aA aA 1! ee ee 2,408 843 
Depreciation yew rr you ee en bite Ui Ae oR eee ee 809 607 
Amortization-om introductory, COStS eee een ee eet 179 60 
Operating INCOME 2 tise deen) | Wana amen ee 1,420 176 
Interest and amortization of financing expenses _____._.... 582 465 
Earnings before deferred income taxes _._.__...........- 838 (289) 
Deferred Aincome: taxes) 2.00.) ere). eee Meenas 421 — 
Earnings before gain on sale of equipment ___...._.. 417 (289) 
Gain ion sale ‘of equipment pas sesmes Meine ere ee (11) 165 
Net earnings for the period (220. | at $ 406 $ (124) 


( ) denotes loss. 


CONSOLIDATED STATEMENT OF SOURCE AND APPLICATION OF FUNDS 


For the six month period ending June 30, 1969 
(with comparative figures for 1968) 
(in thousands of dollars) 


1969 1968 
FUNDS PROVIDED BY: 
Operations: 
Net earnings for the period BC eee On $ 406 $124) 
Add charges (net) not requiring cash expenditures 
including depreciation, amortization, deferred in- 
come taxes and increase in provision for overhauls 1,949 647 
Funds® provided) by operations. 22). eee ty ZES00 523 
Proceeds from sale of equipment 2...0 fa oy 871 
Current portion of debentures of Northward Aviation Ltd. — 100 


$ 2,546 $ 1,494 


FUNDS APPLIED TO: 


Purchase: ot) equipmentie secs): eerie. nies eeaner sees $ 6,108 $ 514 
Less amount financed through long-term debt __. 5,204 — 
904 514 
Reduction/-of longeterm) debt 2225 a) iene eee ee 1;005 579 
Redemption of 7% Convertible Sinking Fund 
Debentures Series AA) 2 20.0) 85002)! RAPE ac aes 5 — 
Introductory costs of new aircraft and services 358 S27 
Deposits on purchase and lease of new equipment ___.. 646 96 
Dividends on preferred shares _...........----------.--2-ee 31 iL 
Purchase of shares in Byers Transport Ltd. and 
Truckers Terminal Distributing Co. Ltd. 385 — 
SUNCIY ie ete: aoc Aegean ea eeu Se ee RAR eS 17, 50 
3,397 1,597 
Decrease ini working capital 22.) Bee eee 851 103 


( ) denotes loss. 


NOTE: In the opinion of management only nominal taxes will be payable for several years. 
However, provision has been made for deferred taxes at the full rate in order to 
conform with a recommendation of the Canadian Institute of Chartered Accountants. 


PACIFIC WESTER 


AIRLINES LTD. 


INTERIM REPORT FOR THE SIX MONTH 
PERIOD ENDING JUNE 30, 1969 


TO THE SHAREHOLDERS: 


We are pleased to submit a report of your Com- 
pany’s activities and financial results for the six- 
month period January 1, 1969 to June 30, 1969. 


For the first time in its history Pacific Western 
Airlines Ltd. has shown a profit from operations 
for the first half of the year. Gross revenues of 
$14,832,000 for the first six months of 1969 are 
83 percent higher than for the same period of last 
year. Gross operating income increased by 186 
percent to $2,408,000. Net earnings, before gains 
or losses on sales of fixed assets and before allowing 
for deferred income taxes, amounted to $838,000 
compared with a net loss of $289,000 in the com- 
parable period of 1968, or an overall improvement 
of $1,127,000. All divisions of the Company con- 
tributed to this result. Mainline revenues, which 
included our new routes, were stimulated to an 
extent by the Air Canada strike. The earnings of 
Byers Transport and Truckers Terminal are included 
for the first time. 


This tremendous increase in activity, some of it 
not possible to forecast, has resulted in the ac- 
quisition of an additional Boeing 737 to be delivered 
July 31st, bringing the 737 fleet to three, with the 
fourth aircraft, originally the third on order, still to 
be delivered in February 1970. To meet the de- 
mand for contract freight operations, a third DC-4 
freighter was acquired this month. A third Hercules 
has been ordered for delivery in December to fur- 
ther support northern freight requirements. In ad- 
dition, arrangements were concluded to acquire a 
second Boeing 707 to support our international 
charter operations, which was delivered on July 
20th. These acquisitions were arranged through 
jease-purchase and straight lease agreements. 


Out of cash generation the Company has retired 
$1,005,000 of long-term debt and made deposits 
of $1,550,000 on the purchase and lease of new 
equipment. Our investment in Byers Transport and 
Truckers Terminal, plus provision for deferred 
costs applicable to new aircraft and routes, has 
resulted in a working capital deficit as of this date. 


Your Company’s application for a licence to 
provide AirBus service between Vancouver and 
Edmonton Industrial Airport has been advertised to 
give opportunity for intervention by others, and our 
rebuttals to such interventions have been filed. The 
application is now in the hands of the Air Transport 
Committee of the Canadian Transport Commission 
for final disposition, and an early decision is an- 
ticipated. 


We are generally pleased with the route awards 
and transfers to which we have previously referred. 
We do however still question the restrictions that 
have been placed on us with regard to any effective 
competition we can provide while our competitor 
goes non-stop. We were denied any chance to com- 
pete at all on a one-stop basis between Vancouver 
and Prince George, yet a tertiary carrier has been 
allowed unrestricted operations in competition with 
your Company in the southwestern portion of British 
Columbia, where no competition existed before. 


Your Company’s acquisition of Byers Transport 
Ltd. and Truckers Terminal Distributing Co. Ltd. in 
April has solidified our market position for heavy 
freighting in the north and this refinement of our 
truck-air concept will, we believe, be a tremendous 
boon to the development of that area. 


We regret to report an accident which destroyed 
one of our Hercules aircraft in Peru on July 16, 
1969. Fortunately, there were no injuries. Full in- 
surance coverage will enable the Company to ac- 
quire a replacement. Another Hercules has been ob- 
tained on a temporary charter in order to fulfill our 
contracts. 


The rate and extent of the Company’s expansion 
is indicated in the increase in employees from 721 
to 1095 during the six-month period. This expansion 
which has possibly been more correctly referred to 
as an explosion has imposed greatly increased 
responsibilities on management and staff. Great 
credit is due to them in enabling Pacific Western 
Airlines to achieve these excellent results. 


Respectfully submitted, 


B. C. SAMIS, Chairman of the Board 


R. H. LAIDMAN, President 
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situation and we may soon be back to normal operations. 


Early in the year, it became evident that we could 
not respond to the traffic demand without an additional 
Convair 640. After extensive study the acquisition of a 
fifth Convair from General Dynamics was concluded for 
September 1971 delivery. In addition to the financing of 
this aircraft by General Dynamics, we were able to 
accomplish an extension of the balloon note referred to in 
Note 10 of the 1970 annual report involving $1,735,000 
U.S. which was to mature March 31, 1972. Special 
financing which might have been necessary for this has 
now been obviated. At the same time our planning group, 
in conjunction with the Boeing Company and the use of 
the Boeing computer, concluded a detailed study and 
up-dated our fleet plan to 1974. It is clearly necessary 
that an early order be placed for a May 1972 delivery of 
the fifth Boeing 737. 


The type of sound earnings experienced during this 
period must be continued if the company is to meet its 
operational growth challenges. The accomplishment of 
the improved financial results was to a great extent the 
product of a three-man company task force who 
concluded a three and one half month study of every 
segment of the company. Many departmental 
reorganizations took place and all seem to be functioning 
very well now. The motivation and spirit with which all of 
the officers and staff took on the challenge was uniformly 
outstanding. 


Respecfully submitted, 


B. C. SAMIS, Chairman of the Board 


Gor/ -So,, 


DONALD WATSON, President 


PACIFIC 
WESTERS 


AIRLINES 


REPORT FOR 
FIRST SIX MONTHS 
1971 


PACIFIC WESTERS] AIRLINES LTD. 


and Subsidiary Companies 


CONSOLIDATED STATEMENT OF EARNINGS 
For the six month period ending June 30, 1971 
(with comparative figures for 1970) 


(in thousands of dollars) 


1971 1970 
OPERATING REVENUES: 
Passenger PEPE VERE) eA yf Glee. 2 $11,911 $8,436 
Cargo eA ere ES ist Oh eee eee 1,549 1,260 
Mail i eee bbe OR CLES 3: 606 488 
Charter my Mee TAs) ee Oo eee 8,138 9,106 
Trucking SA Ps, bid cod ee ee Pee 1,477 1,556 
23,681 20,846 
OPERATING EXPENSES: 
IIWARMe} eyelids a. oo oo nl oo a cc olle & Sal i575 
Maintenance OSA SY oa Pes | ee on 3,871 3,689 
Aircraft and traffic servicing . . . ... . 3283 2,704 
Passengersenvicei @les os. bieva 0a eed ere lee 918 1,016 
Salina] Aolarrigeling) 5 6 . 2 4 o oll = 843 1,002 
General and administrative . . ... .. 17225 W232 
WHUCKING{ Est ee yeaa’ MALO Bee Ce ee | ae 1,430 U eer 
19,687 18,750 
Operating income before depreciation and 
AMONIZatl Ones eens ele fees oe 3,994 2,096 
Déepreciationsy are) mney bah Bees ae oe | ee 1,080 1,207 
Amortization of introductory costs. . . .|. . 293 272 
Operating income 2,621 617 
Interest and amortization of financing expenses 1,019 976 
Earnings (loss) before provision for future 
income taxes 1,602 ( 359) 
Provision for future income taxes (Note 1) . . . 858 ( 190) 
Earnings (loss) before loss on sale of equipment 744 ( 169) 
Loss on sale of equipment, net of income taxes thereon (ee) (2) 
Net earnings (loss) for the period . . . $ 734 $( 181) 
Per Share of Common Stock 
Cash flow from operations $ 3.07 $ 1.93 
Net earnings (loss) | $ 76 $(_ .23) 


Fully diluted (net) earnings (Note 3) $ .65 


CONSOLIDATED STATEMENT OF CHANGE IN WORKING CAPITAL 
For the six month period ending June 30, 1971 
(with comparative figures for 1970) 


(in thousands of dollars) 


1971 1970 
FUNDS PROVIDED BY: 
Operations: 

Net earnings (loss) for the period . . . ; $ 734 $( 181) 
Add charges (net) not requiring cash bode pte 

including depreciation, amortization, deferred 

income taxes and change in provisions for 

OVER AUS: Ae ee eee eee enue, ot Ba Ne nege I are DAS 2,003 

Funds provided by operations . . es 2,877 1,822 
Proceeds from sale of equipment and fetund any 

GOWNS ARNOSS 5 . 6s 6 6 o alu o 504 65 154 

$2,942 $1,976 
FUNDS APPLIED TO: 
Purchase of equipment andland. . . . a GS. Bes) $2,130 

Less amount financed through long-term debt aie 45 505 

514 1,625 
Reduction of long-termdebt . . . . 4 ee 3,484 3,621 
Redemption of 7% Convertible Sinking Fudd. 

Debentures Series AA . . . . pre if 280 107 
Introductory costs of new aircraft serie Services ea 204 Siu 
Deposits on purchase and lease of new equipment . . 62 — 
Dividends on preferred shares . . .....~. 31 31 
SUNG Vises 0 “2 ) Qe es) Peer ent ome ba ae (Cs 3) 22 

4,573 5/17 

Increase (Decrease) in working capital before bank term loan 1,069 (1,741) 
Bank term loan transferred to current liabilities (2,700) (2,000) 
$2,942 $1,976 

NOTE: 1, In the opinion of management no taxes will be payable for several years. However, 


provision has been made for deferred taxes at the full rate in order to conform with a 
recommendation of the Canadian Institute of Chartered Accountants. 


2 The 1970 figures, shown for comparative purposes, have been changed to reflect the 
change in accounting practice during the latter part of 1970. 


3: Earnings per Common Share on a fully diluted basis reflects issue of additional shares 
in the event of options being exercised on 42,000 Common Shares and the holders of 
$3,088,000 of 7% Convertible Sinking Fund Debentures Series AA exercising their 
right to convert the debentures to 216,160 common shares. 


PACIFIC WESTER] 


AIRLINES LTD. 


INTERIM REPORT FOR THE SIX MONTH 
PERIOD ENDING JUNE 30, 19771. 


TO THE SHAREHOLDERS: 


We are pleased to submit herewith an unaudited 
report of your company’s activities and financial results 
for the six-month period January 1, 1971 to June 30, 
1971. 


The first six months of 1971, we are confident you 
will agree, are gratifying when compared with the same 
period of 1970. Consolidated gross revenues increased 
14% during the first half of 1971 to $23,681,000 and at 
the same time, operating expenses were held to an 
increase of 5% to $19,687,000, producing operating 
income of $3,994,000 compared with $2,096,000 in 
1970. 


The cash flow from operations during this period in 
1971 amounted to $2,845,000 or $3.07 per common 
share, an improvement of $1,056,000 and $1.14 per share 
over the same period in 1970. 


After interest expense of $1,019,000, depreciation 
of $1,080,000 and amortization of deferred start-up 
charges of $293,000, net earnings of $1,602,000 were 
achieved. This is a swing of $1,961,000 from the loss of 
$359,000 in the same period of 1970. With the present 
growth rate of the company and its requirement to 
respond to the opportunities it develops, management 
does not expect that any income taxes will be paid in the 
foreseeable future -- however, in accordance with 
accepted accounting principles, we have provided 
$858,000 for deferred income taxes, leaving a net earning 
per share after such provision of 76¢. This compares with 
a net loss of 23¢ per share for the same period for the 
year 1970. 


The improved results are almost entirely due to the 
implementation of cost control systems and revised 
Management procedures, coupled with an intensification 
of sales activity. 


Your company is in its twenty-fifth year of 
Operations, starting from a meagre beginning and 
advancing to one of the world’s most recognized airlines 
at the present time. It is also fortunately coincidental that 
your airline will be celebrating its 25th anniversary during 
the centennial year of its birthplace province. 


Your Hercules operations have been much better 
this year than ever before. After a very successful winter 
in the Arctic they have been sent out to all parts of the 


world on their summer tasks. At one time during the 
week of July 12, one aircraft was hauling for the 
Australian Government from Singapore to Katmandu, 
Nepal; another was working from Manila and Hong Kong 
to Vancouver and Calgary, then back to Tokyo, Hong 
Kong and Manila on a long series of flights; and the third 
aircraft, just off a job at La Paz, Bolivia, was working 
from Tromso in Northern Norway to Nord, Greenland 
(the most northerly point), where no ship has been for 
fifty-three years. 


At the same time, we were serving the forty-four 
points on our own scheduled route system; the two 
Lockheed Electras acquired during the first six months 
were busy on their vertical Arctic re-supply; and the 
Boeing 707 International Charter aircraft was making its 
daily flight from Western Canada to the U.K. and 
Europe. Also, many _ incidental weekend charter 
movements of air cadets and school groups were being 
carried out. Pacific Western’s symbol is not only 
recognized but respected in almost every country of the 
free world. 


No doubt the media has made you all aware of the 
serious price war taking place in the international charter 
market and more particularly, on the North Atlantic. 
While the effect on your operations this year is mild, it 
could have a more serious effect next year if the 
regulatory authorities of all countries involved do not step 
up to their responsibilities of properly regulating these 
operations. We are aware of the problems and are taking 
steps to have alternate work available for this equipment 
so that its operation should be no burden on the company 
in 1972. 


Byers Trucking operations, while providing a very 
useful and complementary operation to Pacific Western in 
the area of the truck-air freight concept and in ground 
handling, has not been advancing at the rate we expect 
and desire and steps are presently underway to improve 
the performance of this operation. 


The Vancouver/Victoria/Seattle operations acquired 
from Air Canada have been satisfactory and continue to 
generate new traffic on the Victoria/Seattle segment. 
However, on April 25 Air Canada put an additional four 
flights per day on the Vancouver/Victoria segment 
bracketing two of our prime flights and seriously affecting 
our traffic. 


The B. C. Air Lines acquisition has been fully 
integrated and the results are more than satisfactory. No 
new route acquisitions are anticipated in 1972. 


In May, the Ministry of Transport attempted a close 
down of the Edmonton Industrial Airport which is owned 
by the City of Edmonton. Negotiations of the strongest 
possible nature were commenced by your company and 
some relief from the shutdown was achieved causing the 
dislocation of only two flights per day to Edmonton 
International. This was a substantial addition to our costs. 
Subsequent negotiations have further improved the 
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The tremendous increase in volume of traffic carried by Pacific 
Western over a ten year period becomes very obvious when comparing 
results for the first three months of 1969 with the results for the entire 


year of 1959. 


In the first three months of 1969, Pacific Western carried 108,000 
passengers on mainline services, or 12,000 more than in all of 1959. At 
the same time we flew more than three times the large aircraft charter 
miles and nine times the charter tonnage of 1959; - and we flew 326,000 
international charter miles, and carried 13,640 passengers, to Puerto 


Vallarta, Hawaii, Europe and mainland United States' cities. 


The first three months of 1969, compared to the same period of 
1968 shows an even more rapid rate of growth. Total revenues from all 
services increased 55% to $ 5,170,073, while cash operating expenses 
increased by 45%. After including depreciation, amortization and interest 
expense, the net position at the end of the first three months shows a 
quarter of a million doller improvement as compared with the same 


period of 1968. 


There is no evidence at this time that the revenue increase on 
existing mainline services enjoyed in the first three months should not 
be maintained at the same rate for the rest of the year. Added to this 
will be a full year's revenue from the Stampeder Service to Kamloops and 


Calgary; from the Okanagan/East Kootenay services to be inaugurated 
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next Sunday; and from the expanding coastal services to Sandspit, 
Prince Rupert and across to Prince George. The second Boeing 737, 
and fifth DC6, both went into service in March, and have added 
substantially to the company's productive capability, particularly 
in the charter field where demand is extremely high as a result of 
the increased level of general activity in the areas your company 
serves. On March 30th, a second Hercules was acquired and put 
to work the same day. During the last two weeks, two additional 
DC-4 freight aircraft have been sub-contracted for short periods 
from two other Canadian carriers to meet the heavy freight demand 
of the normal spring airlift prior to break-up and to support the 
greatly increased oil exploration activity in the Mackenzie area and 
the Arctic Islands. This requirement alone is expected to fully 
occupy both Hercules for at least the next several months. The third 
Boeing 737 on order is now expected to be delivered in February, 


To 70. 


Unit costs continue to increase, however, which is not 
surprising when we recognize the 16% rise in the cost of living during 
the last four years, and the influence such inflation has in the fields 
of wages and cost of services. We were able to refrain from increasing 
fares and rates last year, when other airlines instituted higher charges 


by as much as 10% for their services. 
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This year, however, in order to meet the increased costs which 
we face, particularly in the area of sharply higher airport rental rates, 
fees and charges at several points, the addition of a 200% increase last 
year in provincial taxes on aviation fuel purchased in Alberta and other 
taxes recently imposed by all levels of government, we have announced 
an increase in fares and rates on existing services approximating 5% 
which will become effective with the summer schedule next Sunday - 

April 27th. Senior officials of the company have recently met with elected 
officials and business organizations in the communities we serve, to 
explain the need and the reasons for, the increase. In almost all cases, 
we received a sympathetic hearing and an appreciation of the reasonable- 
ness of the increase which, because of the introduction of turbine- powered 
aircraft with their improved technology and greater productivity, is 


considerably less onerous than would otherwise be necessary. 


Everyone at Pacific Western is looking forward eagerly to the 
challenge of the major expansion of domestic scheduled services presently 
underway, including the more than 190 new employees added to the payroll 


since January lst, which brings the staff today to 928. 


(Incidentally, some of us were guests at a Civic Luncheon in 
Kelowna the day before yesterday, to mark the occasion of the impending 
service changes in the Interior. The friendly welcome we received, and 
are receiving throughout the entire area, was almost overwhelming. It 
made those of us that were there very proud to be associated with a 
company that is being so enthusiastically accepted where we have not 


Operated extensively before, and that is being extended every possible 
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co-operation and support. It also reminded us of our responsibility, as 
a service organization, to ensure that we perform to a standard in keeping 


with the high expectations of our new clients.) 


(As a further indication of the general interest in Pacific Western, 
you will be pleased to know that more than 3,000 residents of the Kelowna 
area walked through a Boeing 737 in a four hour period while it was on 
display at Kelowna on Saturday, and another 3,500 toured the aircraft 
later the same day in Penticton. Yesterday, at Castlegar and Cranbrook, 
an additional 4,000 visited the aircraft, and after that the aircraft stopped 
at Calgary and operated an AirBus extra section to Edmonton with 87 


passengers. ) 


We are generally pleased with the route awards and transfers 
granted under the guidelines of the Regional Air Policy. The advent of 
a third level carrier concept to serve smaller communities, or points where 
less than adequate facilities exist for modern mainline aircraft, is a new 
development to the policy which has some merit. It enables such 
communities to enjoy local air services to conveniently connecting 


mainline services operated by Pacific Western and CP Air. 


However, unlimited competitive licensing was not contemplated 
in the original policy or in the negotiations leading to the present route 
transfers, particularly on routes where no competition existed before. 
On the other hand, we were not authorized to provide one-stop service 
between Prince George and Vancouver via Kamloops as applied for, and 
while we expected one-stop authority on the coastal route to Prince 


Rupert. two mandatory stoos must be made. This restriction has been 
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appealed to the Air Transport Committee in Ottawa, and we expect a 


speedy decision. 


Up-dating and review of new route studies is continuing, and 
last month, we asked the Committee to re-activate our long standing 
application for a service between Vancouver and Edmonton Industrial 
Airport. We are presently waiting for positive steps to be made in this 
matter. Your company is also actively pursuing its Calgary-Chicago 
application at this time in view of the re-opening of the Canada/United 


States bilateral talks later this year. 


Necessary approvals were received earlier this month which 
enabled the completion of the purchase of Byers Transport Ltd. , and 
Truckers Terminal Distribution Co. Ltd. on Tuesday last. These 
companies, as wholly owned subsidiaries of Pacific Western, will 
continue to operate under their own name and present management. The 
further development and refinement of the truck/air concept will of course, 
be actively pursued. The acquisition of these companies will both 
solidify our market position for heavy freighting in the north, and enhance 


future earnings. 


The agreement with the Canadian Air Line Pilots' Association 
respecting flight crews had expired and was still under negotiation at 
year end. Agreement was reached on April 2nd on a 27 month contract 
that will run through to the end of March, 1971 - the same duration of 


contract as with the transcontinental carriers. 
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I am confident the challenge of this year's expansion will 
be successfully met by the men and women of Pacific Western - as 
they have always done before. There is little doubt it will be a very 
busy year and substantially increased revenues will be produced, 
which will result in additional profits. It is gratifying to be able to 
report this impressive growth and expansion of your company, as 
justification of the faith of our more than 2,000 shareholders and 


investors. 
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On May 4, 1973, your company went on stream 
with a fully computerized reservations system. We have 
been assured that your employees trained and phased in 
much more rapidly and competently than was to be 
expected. We have purchased capacity on Air Canada’s 
huge Univac system located in Toronto. The Pacific 
Western acronym for this system is ALFIE (Airline 
Flight Information Electronics). 


On January 2, 1973, your company purchased, 


on very favourable terms, the complex previously. 


occupied by CP Air and adjacent to existing facilities. 
This has permitted the development of a great number 
of efficiencies which we hope will show up not later 
than the last quarter of this year. 


While there are several labour contracts due in 
the last half of the year, we are pleased to report that 
the employee/management relations have been 
maximized by good communication. Some strain should 
not be unexpected when the activity level reaches the 
present height therefore causing greater demands on 
each individual. Management is indeed proud of the 
manner in which the employees have responded to the 
present challenges. It is with this extra effort that we 
will continue to achieve new goals. 


All of which is respectfully submitted. 


B. C. SAMIS, Chairman of the Board 


a 


Poar?d “3S. _, 


DONALD WATSON, President 
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PACIFIC WESTER] AIRLINES LTD. 


and Subsidiary Companies 


CONSOLIDATED STATEMENT OF EARNINGS 
For the six month period ending June 30, 1973 
(with comparative figures for 1972) 


(in thousands of dollars) 


(UNAUDITED) 1973 
Operating revenues $35,987 
Operating expenses 30,507 


Operating income before depreciation and 


amortization 5,480 
Depreciation 1,646 
Amortization 215 
Operating income 3,559 
Other income 266 
Interest on long term debt O37 
Earnings before deferred income taxes 2,888 
Deferred income taxes 1,464 
Net earnings $ 1,424 


Funds provided by operations $ 5,076 


Weighted average number of common 
shares issued 25612, 3 14 


Earnings per common share $ .56 


Fully diluted earnings per common share $ a2, 


1972 


$27,421 


22,706 


4,715 
292 
368 
3,055 
120 
841 
2,334 
1,108 


$ 1,226 


$ 4,079 


1,956;752 


OO 


CONSOLIDATED STATEMENT OF SOURCE AND APPLICATION OF FUNDS 
For the six month period ending June 30, 1973 
(with comparative figures for 1972) 


(in thousands of dollars) 
(UNAUDITED) 1973 1972 


FUNDS PROVIDED BY: 


Operations: 
Net earnings $ 1,424 Sri 226 
Add charges not requiring cash expenditures 3,652 2,853 
Funds provided by operations 5,076 4,079 
Long term financing of fixed assets 3,962 4,104 
Disposal of land and equipment 245 631 
Bank term loan _ 850 
Reduction of deposits on aircraft _ 796 
Issue of common shares - 503 
Other 8 — 
Total funds provided 9,291 10,963 
FUNDS APPLIED TO: 
Equipment 5,451 7,185 
Long term debt 4,990 3,419 
Introductory costs of new aircraft 577 114 
Dividends 473 ls, 
Deposits on purchase and lease of new equipment 11 740 
Other a 62 
Total funds applied 11,502 11,652 
Decrease in working capital 2,211 689 
Working capital at beginning of year 1,336 1,006 


Working capital (deficiency) June 30 $ (875) Secs 
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AIRLINES LTD 
and Subsidiary Companies 


INTERIM REPORT FOR THE SIX MONTH 
PERIOD ENDING JUNE 30, 1973 


TO THE SHAREHOLDERS: 


We are pleased to submit herewith the unaudited 
report of Pacific Western Airlines and _ subsidiary 
companies’ financial results and activities for the six 
month period January 1, 1973 to June 30, 1973. 


Consolidated revenues in the first six months of 
1973 increased by 31.2% to $35,987,000 compared to 
$27,421,000 in 1972. This produced an operating income 
before depreciation and amortization in 1973 of 
$5,480,000 up 16.2% over the same period of the 
previous year. 


Non cash items such as depreciation and 
amortization for the period were $1,921,000 compared 
to $1,660,000 in 1972. There were no material changes 
in policy in these areas. 


Earnings before the provision of deferred taxes 
were $2,888,000 in 1973 an increase of 23.7% over the 
same period in 1972. After providing for taxes in the 
amount of $1,464,000, the net earnings were 
$1,424,000 for 1973 up 16.1% over 1972 for the same 
period. Considering the fact that in 1973 the number of 
common shares issued was 2,312,314 when compared to 
1,956,752 in 1972 a significant improvement is evident 
when coincidentally the earnings per share in the same 
period both 1973 and 1972 were 56¢. Fully diluted 1973 
earnings are 52¢ compared to 50¢ for 1972. 


Pacific Western Trucking (Byers Transport) has 
undergone some management and operational changes 
but is still not in a profit position which ts reflected tn 
the above figures. 


After proper consideration, your Board of 
Directors decided that the performance of your 
company thus far this year and so far as could be 
determined in the future, warranted the payment of a 
dividend on common shares. Accordingly, a 15¢ 
dividend per share was paid to common sharehotders of 
record June 30, 1973. 


Company operations have been gratifying in most 
areas showing a 31% increase in revenues over the same 
period last year. While all possible controls and refined 
procedures have been exercised on costs, some difficulty 
is being experienced in holding the line and some fare 
increases may become necessary. Quantum jumps in the 
cost of labour, fuel, incidental taxes, outside services, 
supplies, and government provided services are only a 
portion of the affected areas. The necessity for 
increased security of ground facilities and aircraft, along 
with passenger screening by all airlines, has become a 
major program for your company along with its 
attendant costs, some of which we are attempting to 
recover from the Federal Government. 


The 1972/73 Winter Inclusive Tour program 
produced excellent results, particularly in the Hawaii 
and Mexico markets. 1973/74 promises to be 
substantially greater. The ABC TransAtlantic charters 
have not developed the way we had anticipated 
Principally due to the fact that the Air Transport 
Committee in Ottawa had difficulty getting agreement 
from foreign countries on the rules. The result was we 
had no rules until February 15 which prohibited the 
marketing of a program that should be started in 
October of the previous year. 


Your All Cargo Boeing 707-320C has been active 
in most parts of the world and due to the complexities 
of world marketing has been a little slow getting up to 
the desired yield level but the forecast at the present 
time for the year is favourable. 


Hercules operations have had a good first six 
months. Since leaving the Arctic in late May due to 
landing strip conditions, two of the aircraft have had 
major maintenance and then went on to operations out 
of Khartoum and Lagos on the Niger Relief Project and 
the Tennaco oil operations in Ethiopia. If the Alaska 
pipeline is started, we could be hard pressed for enough 
Hercules aircraft for our winter Arctic work 1973/74. 


On December 19 your company will be taking 
delivery of Boeing 737 number seven. Our fleet plan 
(computerized) was recently updated based on 18% 
growth rate through 1977. In view of the last six 
months experience at 35.3% growth on mainline, 
clearly, we are going to be short of mainline equipment 
by April or May 1974 and the entire fleet program is 


presently undergoing review. 
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PACIFIC WESTERN AIRLINES LTD. 

and Subsidiary Companies including — Pacific 
Western Airlines (Alberta) Ltd., Aero Engineering 
Limited, Byers Transport Limited, B.C. Air Lines 
Ltd., P.W. Trucking Ltd. 


CONSOLIDATED STATEMENT OF EARNINGS 
For the six month period ending June 30, 1974 
(with comparative figures for 1973) 


(UNAUDITED) 
Operating revenues 
Operating expenses 


Operating income before depreciation and 
amortization 


Depreciation 

Amortization 

Operating income 

Other income 

Interest on long term debt 

Net earnings before income taxes 
Provision for future years income taxes 


Net earnings 
Funds provided by operations 


Weighted average number of common 
shares issued 


Earnings per common share 


Fully diluted earnings per common share 


(in thousands of dollars) 


1974 


vi $43,051 


377009 


5,492 
2,047 
249 
3,196 
345 
1,544 
1,997 
974 


/ 
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$ 4,984 
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$ 1,023 


1973 
V $35,987 


30,507 


5,480 
1,646 
275 
3,559 
266 
937 
2,888 


o 1,464 
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1,424 


$ 5,076 


2,312,314 
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CONSOLIDATED STATEMENT OF SOURCE AND APPLICATION OF FUNDS 
for six month period ending June 30, 1974 
(with comparative figures for 1973) 


(in thousands of dollars) 


(UNAUDITED) 1974 1973 
FUNDS PROVIDED BY: 
Operations: 
Net earnings $ 1,023 $ 1,424 
Add charges not requiring cash 
expenditures 3,961 3,652 
Funds provided by operations 4,984 5,076 
Proceeds from term bank loan 2,510 oe 
Long term financing of fixed assets 1,482 3,962 
Disposal of land and equipment 98 245 
Other 50 8 
Total funds provided 9,124 9,291 


FUNDS APPLIED TO: 


Repayment of bank loan 3,170 2,600 
Equipment 2,/75 5,451 
Long term debt 2,501 2,390 
Introductory costs of new aircraft 308 577 
Dividends 472 473 
Deposits on purchase and lease of 

new equipment 18 11 

Other 13 — 
Total funds applied 9,257 11,502 
Decrease in working capital 133 2,211 
Working capital at beginning of year 461 1,336 


Working capital (deficiency) June 30 $ 328 $( 875) 
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and Subsidiary Companies 


INTERIM REPORT FOR THE 
SIX MONTH PERIOD ENDING 
JUNE 30, 1974 


TO THE SHAREHOLDERS: 


We are pleased to submit herewith the 
unaudited report of Pacific Western Airlines and 
subsidiary companies financial results and 
activities for the six month period January 1, 
1974 to June 30, 1974. 


Operating revenues of $43,051,000 for 
the six month period compared to the same period 
of 1973 of $35,987,000 for an increase of 19.5%. 
Notwithstanding revenue growth, the operating 
income before depreciation and amortization 
remained the same as 1973 at $5,500,000. Your 
company was faced with several unforecastable 
and hopefully non-recurring costs during the 
period in addition to the typical inflationary 
factors. Some of the factors affecting the net 
earnings before taxes and consequently the 
earnings per common share were: 


— The airport firemen’s illegal walkout and 
threatened Air Traffic Controllers’ strike 
(in excess of $1,000,000). 


— The increased price variance (not volurne) 
in fuel over the same period last year. 
($1,554,620 or 24.8%) 


— Passenger screening security ($120,000 
for 1974 and a carry-over of $108,000 
from 1973). 


— Bank prime lending rate _ increase: 
weighted average effective prime rate first 
six months 1973 — 6.44%. For the same 
period in 1974 the weighted average 
effective prime rate was 10.06% for an 
increase of 56%. 


Notwithstanding these factors, operating expense 
as a percentage of revenue increased only 3% from 
84.1% in 1973 to 87.1% in 1974. 


Had your company not experienced these 
major cost increases, its financial objectives of 
earnings per common share of $1.02 would have 
been achieved. There is some hope for stability in 
fuel and bank prime rate for the intermediate 
future. Fare increases went into effect in March 
1974 and again recently on July 21, 1974. 
However, fare increases are a long procedural 
exercise and cannot respond immediately to such 
matters as the 10.8¢ per gallon fuel increase in 
early May. 


The inflationary factors have now been 
more clearly identified and their rate of 
progression charted and will be considered in the 
revised forecast. All cost centres are under 
intensive daily scrutiny to ensure that the most 
efficient procedures and systems are in effect. 


All of which is respectfully submitted. 


> << 


Donald Watson, Director 


ENA, an 


W. R. Harris, Director 


a MEMBER: TORONT , MONTREAL_AND CANADIAN STOCK EXCHANGES « CABLE: COLNORSON « TELEX: 01-2869 


ee PACIFIC WESTERN AIRLINES LTD, . 
AA Pa en ee 
Cae ——~SUPPLEMENT NO, 2 March 6, 1967 


Approx. Price Range Earnings per Sh. 


Market 1966 - 1967 1966 P/E Ratio 
$105 $3.90 = °12.75 $1.20 8.8:1 


(Conclusions arising out of talk given by V.R. Harris, Vice-President 
and General Manager of Pacific Western Airlines Ltd. to Toronto 
Analysts, March lst, 1967.) 


~ 


Projected Profits 


Net After 
Cash Flow Est. Taxes Tax Profits ekvo. 
1967 $3.2 million nil $873 thousand 0.89 
1968 4.1 uy nil 1.36 million 1.42 
1969 be us $700 thousand 2.68 a 2. 88 
1970 Puls) A $2.0 million AAO | iW PAE AY) 
1971 8.8 Mi 2o6 " 2. 66 ut 2. 86 


The above projections are based on the following assumptions:- 


1) The net after tax profits are based on the present scheme of accounting 
in which provision is not made for future taxes. 


2) The net after tax profits do not take into account the sale of equipment 
but take into account the current planned expenditures of $22 million. 
It should be further noted that this is the profit on the present route 
structure, 


3) The earnings per share projections assume total conversion of the 
$1,250,000 convertible debenture issue currently outstanding. 


Statement of Policy by the Minister of Transport 


According to Mr. Harris, the new transportation policy has the following major 
implications for PWA. 


(a) PWA is designated the regional carrier for Alberta, British Columbia, 
Northwest Territories and the Yukon. 


All statements made herein, while not guaranteed, are based on information considered reliable, and are believed by us to be accurate. 
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Pacific Western Airlines Ltd., ran 


(b) Subsidies will be paid but PWA do not require them nor do they plan to 
take advantage of this Government help. 


(c) Liabilities associated with the purchase of new equipment will be 
guaranteed by the Federal Government (PWA, however, planned 
the purchase of their new equipment before the policy was announced 
and without taking advantage of it) but the policy should make equip- 
ment purchases in the future very much easier, 


(d) Transfer of regional routes from CPA and Air Canada to regional 
carriers. 
(e) Where routes were not transferred competition would be permitted 


with the main line carrier within the region. 
Route Expansion 


As noted above, the cash flow and profit projections are based on pro- 
jected growth within the present route structure. However, the network of 
services now operated by CPA produces revenue of about one anda half times 
that realised by PWA in its route network. PWA intend to apply for transfer 
of the CP routes to them but Mr. Harris intimated that they could expect con- 
siderable opposition from CP in this regard. Apparently CP are undertaking 
a major re-equipment of their B,C. operations, presumably to strengthen their 
case with the Transport Commission for continued retention of these licenses. 
However, the allocation of licenses is fluid and it could well be that CP are 
merely using this as a play to obtain additional Trans-Canada routes, 


Equipment and Depreciation 


Equipment is depreciated on the Company's books at varying rates for 
each type of aircraft. The DC3's and DC 4's have been fully depreciated and 
have little value. The DC 6's are depreciated over eight years at 103% per 
annum on a straight line basis with a 15% residual. The turbo-props, that is 
the four Convair 640's now being purchased will be depreciated over an eight 
year period straight line with 15% residual and the two Jets over ten years also 
with a 15% residual. For tax purposes the average depreciation is 30% ona 
declining basis. 
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Pacific Western Airlines Ltd., 34 


Delivery of the first Convair 640 occurred last Monday and the inaugural 
flight is expected to be March 7th, The second Convair will be received on 
March 10th and the other two in late March and early April. These four air- 
craft will replace four DC 3's and three Convair 46's. Delivery of the two 
Boeing 737 jets should occur in November 1968 and March of 1969, The 
Lockheed Hercules which will soon be in operation is the only aircraft pur- 
chased for expansion, the others being largely replacements for existing equip- 
ment. In 1969, of a projected $20 million gross revenue the Hercules is expected 
to provide $7 million, The aircraft have been purchased on a package deal, that 
is to say the cost includes spare parts and spare engines. The breakdown is as 
follows:- 


Four Convair 640's $ 7 million 
Two Boeing 737 jets $11 million 
Lockheed Hercules $ 4% million 


Research Department 


MM Holgate:rmp 
March 6, 1967 
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